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Besnlts of a GcveEnnent Iccbnntlng Office Eeviev of 
the adeini^Eation of the Hatiomal OjiEect Stodent Loan (BDSL) pEogEae 
by the office of Bdncation and paEticipating nniveEsities is 
pEOYided. Pxobless fonnd conceEned the need to: (1) pECvide progEan 
guidance at institotions so they can pronptly and effectively 
inp;Lesent established EeguiB'enents and changes in the pEogEas^ (2) 
establish procedoEes to*^ deteEsine otheE federal aid received by/B.DSL 
recipients; (3) epphaQize to schools their Eesponsibility foE 
collecting on loans to rednce dilingnency Eates; |4) pEovide ^ 
technical assistance to paEticipati^ng institutions and periodically 
Ee^eiv theiE adsinistEatitfn of th^ pEogEak; and (5) ispEbve the 
efficiency of reporting regnirefents and tabnlating prcjigras .da$a« 
Appropriations for the progras are over $300 Billion annaally, ind 
the cosbined net vorth cf BDSL funds at participating in^rtitutions 
totals over $3 billion. It was found that because delinguenc'y .rates 
have continoed to increase, loan funds availatle to needy students 
have dislnished. (SPG) 
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The National Direct Student Loan 
Program Requires More Attentipr; 
, By The Office Of Education 
And Participating In^stitutions 

Office of; Education 

Department of Health, Education, and Welfare 

GAO reviewed the administration of the Na- 
tional Direct Student Loan program by the • ' ' 
Offtee of Education and • participating insti- « 
tutions and found problems in the areas oi , uj oei»*«TMENTOFME*LTM. 
/loan servicing and ..collection. The Office of . iI*%"oV*LrN*$mu?.J5.F 
Education needs to provide technical assis- eoucation 
tance to. participating institutions and moni- th,s document h*s been recro- 
tor their performance. Appropriations fdrthe ^,H{^°fJ^o'i^l^Co»^fi^7l° II'T 
program are over $300 million annually, and *tinoit points of v'I'ew or opiNiSftV 
the combined net worth of National Direct cIt'A"„°° ""^ "e""*""-^ "ei^e- 

, r-. ^ ^ t r • nuiiv^wui SENT OFFICIAL NATIONAL INSTITUTE DF 

• btuaent Loan tunas at participatmg institu- , -COUCAT'ON POSITION OP POUCV ' 

tions to^^tTover $3 billion. Delinquency rates \ \ ♦ 
have continued to increase,, thereby diminish- h ^• 

ing loan funds available to needy students. 



HRD.7M09 JUNE 27, 197^ 




United states general accounting OFricE 



WASHINGTON, 0.0- 



HUMAN flCSOimCSS / 
DIVISION ^ 



B-164031U) 



The Honorable ^ 

The Secretary/of Health, \ » ^ 

.Education, and Welfare 

Dear Mr, Secretary: 

Becauste of continuing congressional interest in Fecjeral 
student financial aid programs,, we surveyed the National Di- 
• rect^ Student. Loan (NDSLJ program administered by the Office 
^of Education (OE)*. The program was e'stablished under. title 
II of the National Defense, Education Adt of- 1958, as amended, 
and the Education, Amendment's of - 1972 incinerated this title \ 
into part^ title IV of the Higher Education Act of 1965, 
as amended? "In 1972 the name of the'^program was changed from 
ttie National Dfeferise ^t^^dent Loan program to the National IJi- 
rect Student L6an program. . ' " " , ' » 

The program provides for the establishment of loan funds 
•at postsecondary educational institutions ) so tfiey can make 
l9ng-term, iQw-^inte'rest loans to»\5*i^lified 'Students who need 
financial assistance to pursue' a course of study .on at least 
a half-time basis/ Federal fund^ are generally provided each 
"l^eajc to participating institutions, '^he Federal share *under 
the program is 9t percent with the institutions supplying the 
rem^ainirig 10 percent^ The institutions are responsible for 
making and collecting the loans. • ■ 

'4 - The NDSL program is one of three OE student financial 
aid programs for which financial ai3 officers at the insti- 
tutions determine 'Eligibility and the amount of aid. The ' 

-others are the Colljege Work-Stu<3y and the Supplemental Edu- 
cational Opportunity Grant prbgrams, both of which are au- 
thorized by the Higher Education Act of 1965, as amended. 
The three programs are usually referred to:as camphs-based 
student, aid programs. An institution may choose to partici- 
pate in any< combination^of individual programs^or all three 

^programs. ' . 



,^ Appro'priat:ioniS for the NDSL program- for fiscal year 
1976 were 9^3^3-2' ^mil; ion, $321 fhilliori of which was for new 
Federal capita^'contributions, ^and the remainder was for 
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loan cancellations and institutional loans. Since the pro- 
gram beganr the net cumulative f'ederal caprtal.-contr ibut ion 
xotals over $3.2 billion.. Loan collecj^ions by. institutions J. 
were about $2J5 million in fiscal year 1976, 

•Our survey was conducted a^ OE headquarters in* Washing-^ 
ton^'D^C.; at the offices of, the Regional Commissioners for 
Education in regions III (Philadelphia) , -V (Chicagp)r aiid 
IX (San Frar^isco); and at four postseco^ndary educational 
institutions — a public university and a community college in 
l^aryland, and a^ proprietary school an^an institution offering 
specialized training for ^hand'icappe*-€tudents in Washington, 
D.C. Ai'the institutions visited*^ we discussed their programs^ 
reviewed procedures for adhering to published guideline? and 
regulations, and examined the files , of . selected' NDSL bor- 
rowers. 

... .. .- ■ 

We noted- problems in the admioistr ation of the NDSL pro- 
gram by OE and the institutions we visited. These p'Bbblems 
/concerned the need to • - * . r 

• -rprovide -program guidaric^^at institutions so tlvTy can 

.promptly and ^f f ecti^ely'" implemenV estikbl/^hed require- 
ments and changes in the program, , \y 

— establish pr.ocedures ,to determine other Federal aid 
received t>y NDSL recipients, 

— emphasize to schools the'ir responsibility for collect-* 
ing on loans to reduce delinquency rates^ \ 

—provide technical assistance to participating institu- 
tions and ^periodically review their* administration of,, 
the program, and - . ' * 

— improve the efficiency of reporting requirements and 
tabulating program data. ' r • 

We^ recognize that our fin'^>vjpgs are based on results of 
visits to a lirq'ited number of institutions; however, we do^ 
not* believe that the problems we found arV unique to only 
Department of Health, Education, and Welfare (H?W) regions 
^ and \ the institutions included in our survey. Many of our 
findVngs have^also been noted oy others ,who have reviewed ^ 
varibus aspects^ of the NDSL program.. " * * ^ 
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NEEfb FOR PROGRAM GUIDANCE AT INSTI'TUTIONS 

< Because OE has tiok. provided adequate prograii guidance 
for institutions part;Lcipatihg in" the N.DSL' program, those 
participating in the^program for the first^ time have beeft. 
unclear regarding requirements, and 'previously participat- 
ing institutions have not implemented changes brought about 
by new legislation. The most current NDSL program inanual, 
was published iij 1967 and is out-of -print), apd the Federal ^ 
program regulatioiis in -ef feet when we staibted our survey 
were not current. ^ ' < 

.In addition to the ^problems - created for institutions 
trying to establish NDSL programs, lack of up-to-date pro- 
gram guidance can create problems for institutions with ^ 
estiablishec3 NDSL programs. For example, institutions that 
have participated in the program for, several years have 
loan accounts in their books wHioh they considered uncol- . 
lectible ever) though the Education Amendments of 1972. allow 
them ttO assign suqJy-accounts to OE. Although this may have * 
jeopardized ultimate! collection of these accounts, we believe 
thai OE should first attempt it before writing them oft as 
uncollect ible J 

Program iiTvanual . " •» " >^ 

Jh at least vOne region, copies of an NDSL program manual 
were hot available to give to school's entering the program ' 
for* the first time.- Due to numerous.; changes in the law since 
1967 (when the latest manual was published.), an updated . manual 
is needed V^especially for new schools participating in th.e , 
program. 

OE program. officials said that the Education Amendments 
of 1972 man'dat^d that 'all essential program requirements be 
published as reguiationi^. These officials distinguished beT 
tween such regulations and manijQals — suph as' the 1967, manual 
which contains helpful hirTts on program operations.. They ^ 
also told us that various nongovernmental organizations pub- 
lish manuals, and that OE has distributed a fiscal and 
accounting manual to institutions J They have reviewed a col- . 
.lections manual under preparation by, one of these nongovern- 
mental organizations and h|ive* contracted for the preparation 
of a training manual by another such organization. However, 
;th£se manuals were not available to institutions participat- ' 
ing" in the NDSL program as of April 1977. , 
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We believe tha€ OE needs to see that the manuals, and 

regulations discussed above will provide the necessary guid- 
ance for ijnstitutions' that participate in the NDSL program; 
If'OE program 'Off icials believe that the manuals and regu- 
rations are - sufficient , then a procedure should be .estab- 
lished to promptly update them as changes occur. ^ 

Program reglilations ' * 

The Education Amendments of 1972 (P.L. 92-318 , ^enactfed 
June 23, 1972) require the Commissioner of Education to study 
all rules and regulations pertaining to OE programs, to re- 
port the results of this study within 1 year to the appro-. 
priate legislative committees of the Congress, and .within 60 
days after submission of the report, to pul;aish all rules 
arid regulations in-'the Federal Register. ' * \ 

In October 1975, OE published. a Notice of Proposed Rule- 
making in the Fe,deral Register, soliciting comments and recom- 
mendations, and 'providing for public hearings on ptoposed 
regulations for the NDSL program, .\ In November 1966, interim 
regulations were published. OE of f icials^attributed t-he 
lefjgthy^ delay in revising the program r^gulati-ons to internal 
clearance procedures and lack' of staff. 

Without an up-dated procedures manual and revised program 
regulations, institiitio^ns cannot^ administer the NDSL program, 
without^ problems. For example, the Education Amendments' of 
J.972 provide that institutions may assign to'OE those NDSL 
"Accounts which h^ been * * in default^ for at 'least ^2 years 
despite due diligence op the part of the institution in mak- 
ing collection For over 4 years this provision was 
'not implemented by regulation, and because-the term "in de- 
t^hav had not been defined institutions^had * not assigned 
defaulted accounts to OE. ^ ^ . • 

.The interim r.egulations published In Noveihb«r 1976"' pro- 
vide for assigning accounts to pE; however, tj/e delay has 
caused schools to keep In their' books accounts which they 
considef: uncollectible. Two institutions we visited main- 
• tained^ an "inactive" group .of loans for which they no longer 
attempted collection. We believe, the dela'y in assigning ' 
uncollectible accounts to OE hafe decreased the likelihood 
of collecting these loans. 

' OE. program officials said that if institutions ^report 
that'th^y have followed OE * s procedures for billing^and 
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q6llex:ting on accounts by documenting^ that borrowers cannot 
bS located dfespite thorough checks or that they lack the 
ability to pay, then OE will probably^'write off the^e loans 
and at;tempt no further collection^ However, it» does not, 
appear that OE has the resources to routinely check on the • 
reliability of information reported by institutions, and 
we found that institutio-n^s were not adhering to OE ' s recom- 
mended billing and Coi^lecting procedures {fe^ p/lO). Base(3 
on our ^visits 'at institutions and the results obtained by 
OE -unde^r the Guaranteed Student Loan (GSL) program when it 
pursues lenders In default" ( see below ) we believe that ^' 
it Would not be in! the best interest of the Federal Govern- 
ment to write off, these NDSL accounts without 'first attempt,- 
ing,, on at least a sample basis, further collection efforts' 
to see if it is warranted from a cost-benefit standpoint. 

The GSL prpgram provides for Fedieral colTection 'efforts 
^fter an accou-nt has be^n .purchased ftom,a lender because 
of default. During fiscal year 1976, OE employed over 100 
collectors at its 10 regions to recover money from student 
borrowers who defaulted. In addition, OE plans to contract 
with private agencies for the ccllecVipn of *def aulted GSL 
loans. GSL program officials have hap some success in pur- 
suing borroi^ers after lenders have f^led to collect J Of ' 
more than $280 million paid to lenderis fot defaulted loans, 
OE has collect.ed' about $25 million. ' . 

— A procedure arimilar .to that used in the GSL program . 
migKt--De applied to defaulted NDSL accounts to determine 
their ultimate calle(Stivity . A great deal of work will. be 
involved once schools begin assigning 'defaulted NDSL ac- 
coi^ts' to OE. An OE official estimated that initially the 
nun^er of such accounts could be as high as 150, 000, Pror 
cedures had not been developed nor had staff been assigned 
•for handling these accounts at the' tim^ of our fieldwork. 
OE officials said that procedures are being developed and 
that they plan to recruit three people for this- job. 

We do not believe that^ these* procedures will be suffr- 
cient to avoid delays and backlogs in jthe processing of 
such accounts. For example^ using-OE^'s est imates three 
persons would require 2 years to determine collectivity 
of ^these accounts if they- could do 100 each workday, which 
seems unlikel^. 

Conclus ions and reco mmencat ions 

~ ] ' ^ ' • . 

Institutions should be pro/ided with timely, accurate, 
and comprehensive information pn, policies and procedures 
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concerning administration of education programs, and this 

information -jshould be updated as changes occur. . - / 

We recommend, therefore, that you .direct the Commissioner 
of Education to take prompt action to provide the necessary, ' 
program guidance to institutions participating in the NDSL 
program. Until this is done", new procec|ures' and policies 
could be made available to regional OE staff and to institu- 
tions through^ nysmorantJa and lett^srs or other means deemed ^ 
suitable by youVor the ^Commissioner. 

Q Also, we recommend that you ditect the Commii^sioner to 
attempt ctfllecting NDSL accounts before writing them off. 
Because this could be'^a major* undertaking i priority should 
^e given to developing plans and procedures so that the 
^Fede.ral^ investment in the Nli^L program will be adequately , 
protected^ and collection cQsts will not be g/eater -than . 
amounts recovered. Consideration coul^ bie given^o a sample 
collection project .to determine if a program-wi^ collection 
effort by OE would be feasible from a coist-benef it stand- 
point. , 

NEED TO CONSj^pER OTHER. AID 
RECEIVED BY NiDSL ^RECIPIENTS ' 
AND EMPHASIZE' LOAN SERVICING 
AND' COLLECTIOtI ^TIVITIES 

Genera^y, administration of tlie NDSL program is per- . 
formed by two separate offices of an institution — the f inan- ^ 
cial aid office and th^ business office.. The financial ..aid 
^office is responsible for determining the eligibility of 
prospective, student? and for approving loans. Unlike most 
other Federal student aid programs, the NDSL program requires 
commitment and involvement on the part of the institutions 
long after students (have completed their studies. This is ' • 
a' result of the repaWent requiregien£s of the loans. In- 
stitutions usually delegate resp^Yv^ibility for loan collec- 
tion to the business office. 

We found little problem with institutions adhering to 
ptogram eligibility requirements and confirming that a 
documented need for financial aid existed. However, at 
one institution the -financial aid office did not routinely 
Qheck to see if loan applicants <?ere receiving 'Veterans ' 
benefits. We do/not;, believe that this is an isolated 
instance. 

We believe that the. failure 'of some institutions /to 
vigorously pursue , collection of iJDSL accounts ad.versely 
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affects the NDSL program's delinquency' rate. qE needs to 
advise institutions that it is their responsibility' to col- 
lect on these accounts, and when anstitutit)ns refuse, to 
comply, OE should initiate appropriate remedial action. 

Financial aid' offices n^jsd to consider other ^ 
aid received by NDSL r^fcipienlEs [ ^ v - 



The NDSL, College// Work-Study / and Supplemental Educa- 
tional Opportunity^ Grant programs allow financial aid .of- 
ficers'-some discretion in'putting together a t^tal pack- 
age of. aid for indiyiiual students. For this reason, we 
reviewed selected student files to determine whether NDSL 
program eligibility Requirements were met and wtiether a -docu- 
mented need for financial aid existed. We found few prob- 
lems in these areas ^at financial aid offices. However, 
af one institution we ciiscover^d that loan applicants who 
were receiving veterans* benefits did not alw^ays list them 
as a jesource on their- applications for financial aid. At 
this institution, the financial aid office did not routinely 
check with the office of veterans' affairs on cawpus to 
see if the loan applicant was receiving veterans* benefits*' 
This could result jin these students receiving aid in ex- | 
cess of their need's*. KWe made a random checli of NDSL ^or-^ 
rowers whose Jast/namjb's began with the letter *'B" and com- 
pared It to a list of^jstudent's receiving veterans' bene- 
fits; we found fo^r ^tudents who in addition to their studpcit 
loans were receiving veterans ' benefits. We found one case/ 
where an . individual wMs receiving veterans' benefits of ' ' ! 
$270 a' month, bui di<||not indicate it on the NDSL loan ap-/ 
plication. Institution officials agreed that this indivi- 
dual was awarded| financial aid in excess of need/ 

We suggested tmt the financial aid officer es-taSlishl 
procedures to piever|k ^this situation'^'f r om occurring and ' 
asked tha.t 'a chj^ck m made to determine the extent of the 
problein. Subsequently, the fi-nancial aid officer reported 
to us that five/ students had Deen . " overawarded" a total 
of $3,347 f or 4cad^iic year 1975-76. Institution offi- 
cials said th^t thm initiated action to bill these stu- 
dents for tne amoult of exces^s aid, and a. new policy was 
instituted to ' idertlif y. aid applicants who were receiving 
veterans '''benefitfcJ ^Ithouch we found' this situation at 
only one institution during our* survey, we have since * 
found this problepf. at several other institutions which 
we selected for Mir ongoing , review of systems to" determine 
financial need. " 
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OE program officials advised us that their program regu- 
lations failed tJ require institutions to recognize veterans' 
benefits as 'a re|ourc6, and that this would be corrected when 
final (egulationi are issued. 

lie commend at/ion 



We recommeid that you direct the Commissioner of 'Educa- 
tion to promptly instruct financiai^ aid officers, as part of 
their resporisibplity to coordinate*^the various types of aid 
recei^ved by stiJdents, to use information available on campus 
regarding pthei Federal funds available to students. Speci- 
fically, checki should be madei so that financial aid- officers 
w^ill -be aware fcf other Federal funds which students are re- 
ceiving, such /as veterans' benefits, so that this can be con- 
sidered when determining the financial need of students. 

Need to ^mphatize loan 



servicing and 



collection 

—r 



rnstitultions usually delegate responsibility for servic-' 
ing and^ collecting loans to the business of f ice.Vsince it 
was intienaedl that' the NDSL program would be financed by 
yearly jcapitJal contributions and loan repayments, an insti- 
tution's performance in loan servicing and collecting has a 
d/irect/ impact on the amount of funds available for lending ^ 
*and the success of the program in serving needy students. 
We. considerjed the (delinquency rate, as dtt^ measure of how 
well instiljutions sefviced and collected the loans they had 
awarded. 



/ 



JDSL program delinquency 
' ratesT are' increasing 

In a/letter to the Secretary of HEW dated November 5, 
1976^, we pointed out the need to' reconsider ^the method used 
fot /competing the delinquency rate for the NDSL program.V 
Our/ concfrn was that OE's metiK)d did not accurately measure 
the/ pe'rffcrmance of participating institutiWis in serviqjirig 
ang collecting on loans. On Jaftuiry 19, 1977, the Under 
Se4reta^ of HEW advised us that. HEW agreed that the OE ^ 
method for computing the .del in^juency rate needed to be* im- 
proved, land that OE would adopt our method with one change 
in the /recommended computation. 

/ Delinquency rates have been a cause of concern for some 
[ime. / An HEW' Audit Agerxry repojt to the Commissioner of 
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Education in April 1973 noted that as of fiscal year 1970, 
almost 21 percent of the institutions participating in the 
NDSL program had experienced delinquency raTe5---^tween 11 
and 30 percent^ Fot^I percent o1^\the institu^^ns, del in- ^ 
quencyrates ranged" from 31 to 60 perfcent. The report 
cited the delinqtiency 'problem as a matter 'of "serious con- 
cern," persisting *.* primarily beca\ise many institu-. 
tions hpve not effectively implemented collection proce- 
dures prescribed by OE," 

On the basis of th-is report, the Secretary of HEW sug- 
gested in spring of 1973 that action be ta)cen by OE to 
withhold or curtail loans ^at inst ituti^ons having delinquency 
rates .in excess of 50 percent. Plans we're developed by OE 
to (1) identify institutions with"" del inquency rates over 
50 percent, (2) use this information when reviewing appli- 
cations for funds from these institutions, and (3) report 
on efforts to reduce delinquency rates in .extess of 50 per- 
cent. " ^ ^ — — ^ 

According to OE officials, the first two objectives were 
met .but' the third has not been achieved bepause of higher 

.priority work and the lack" of available , staff • OE can and 
has limited participation in the program by reducing the 

.amount of the Federal ^^capital contribution when reviewing 
the institutions' applications for funds. For example, ir> 
award periods 1976-77 and 1977-78 respectively, 223 and 440 ' 
institutions had their capital contributions reduced to zero. 
HQwever , there are no formal procedures and the interim re- 
gulations do not require OE to suspend or terminate institu- 
tions from participating in the NDSL program because of a 
high delinquency rate, nor has- OE ever suspended or termi- 
nated any institutions for this reason. 

As of June 30, 1975 , 129 (4 percent) of the participa- 
ting institutions had delinquency rates of 50 percent or 
more -according t an OE report. Eight institutions had , 
more thah $1,000,000 m delinquent principal. For the \ 
period ended June 30, 1976 , ^using'' OE * s report on delin- 
quency rates, We categorize^ the rates and CQmpared them - 
*with the'HEW Audit ^^gency's earlier findings. Th^ results 
are shown in the f ol lowing -'^f&ie . Although 3,167 institutions 
participated during fiscal yean 1976, at the^time of our 
survey, deliRquencV rate infopfeation had been processed 
oy OE for only 2,663. 

.) ■ 
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Delinquency 

rate 
in percent 



- Period ended 
June 30, ,1970 (note a ) 



0 
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Total 



Number of 
institutions 
reporting * 

1,370' 
392 
131 . 
21 

->,914*. 



Percent 
of 
total 

71.6 
20.5 
6.8 
1.1 



Period ended 
■>!ruhe 30, 1976 ^ 



100,0 



Number of 
institutions 
reportinci 

' 1,338 
804 . 
425 
96 

. 2^663 



Percent 

of 
, total 

50.2 
30.2 
16.0 
3.^ 



100.0 



a/Prom HEW Audit Agency r epoct dated April 17, .1973, "Review 

- Of the Administration of Collection Activities'— National Di- 
rect student Loan Program." 

' '' . . ' • 

fro™ '''5^ delinquency rates (^ver 10 oercenf roge 

from 544 to 1,325; this wasun increase f^oin about 28 to almost 
50 percent of the institutions whic'h repoiied in 1-970 and 1976 
respectively. Institutions with delinquency rates over 60 

'^^-^ peTc^t'to 3.6 percent)- of the 
I,yi4 and 2,663 institutioTis which reBbrted to OE in 1970 and 
1976, respectively.. ' \ . 

Loan servicing ^nd oolle'ct j.ng ' 

procedures not adhered to" \ , . . ' 

by institutions ' " - . ' ' . . 

; - . " 

At the institutidns we visited,, it was aoparen^hat'. 
the collecting procedures prescribed by OE were not .being 
followed. At. three. of the four institutions, responsible of-^ 
ticials were not fai^iliar 'with the prescribed procfed^ur^s. 
For example, we' found that: • ' - 

• ^'^-^he 4-year public institu^Sion only recently established 
•procedures to see th^t' exie^rvter^ews ' were h«ld with 
students leaving school. * ^ 

—The community college did not routinely bilt'bor rowers 
for their loan, repayments . . ^ , ' 

^ —Neither of tWe above institutions prSl^tlv initiated 
^^collection actioTj^ce an a'ccount -became delinqueijt'. 

^ OEloan.collection guidelines stress the -Importance of' 
conducting an exit interview with each departing borrower.' 
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It' is' often the last opportunity to rerr.ind the borrowers'' of 
their loan obligation^, to discuss the terms and conditions 
of their loans, and to obtain current information to eaable' 
the school *t^o keep in contact with them. ^ 

. At the 4^year public institution w;e visited, which had 
delinquency rates of l4 percent and 16 perceht in fiscal 
years 1975 ana 1976 , respectively, there had .been no regu'lar 
procedure until ^about a year iga to see that exit interviews 
were conducted. At this institution, the businesfr^^office 
dsed the recorg of the exit interview to transfer tlTe' ^stu- 
dent ^s a.c count froir.^in^ school- to out-of-- school sta'tus . The 
failure to conduct exit interviews resulted in students hav- 
ing in-school status Tbng after they had .left school. In 
such cases, the students would not be promptly billed for 
repayment. Vfe checked the first 94, students listed on the' 
schQol^s In-School Loan Journal and*' found that almost 20 
percent of these individuals had been out, of school for at 
least one semester., and that m most cases, exit interviews 
had not Deer, conducted. 

At the oonn-.unity college, we found that no systematic 
procedure existed for r^illing oorrowers, as prescribed by • 
OE. After the students were out of school for some time, 
they were each -sent a copy of a repayment schedule. Such 
a schedule snoulc r^crirtally be provided at the time of the 
^xit intervi>ev, Tne institution did not require any ac- 
knowledgement cf tne schedule^ f rom the borrower. 

.When a scheduled payment 'was missed, a series of form 
letters wfere d:!spatched at 10 to 14 day 'inte'rval^. These 
letters were net sent by certifie.9 or registered mail( and . 
no atter.pt was r;ace to verify borrpwers' addresses.. In 
som^e students' folders, we found letters returned as not 
• deliverable, Tne fcrir^ If tter speci f led. nei+ nrer the amount 
ncr the cue date cf tne rr.issed paymen^. 

We do net oeiieve that the- billing operation provided 
maximurr efficiency m servicing and collecting loans. This 
institution reported delinquency rates of 62 and 68 percent 
for fiscal years 1975' and 1576, respectively. 

According to OE procedures, an acc^ount.is to be con- 
sidered-delinquent 4 months after the due date^ and if cp'l-* 
lection action has not already been initiated, then it should 
begins It is generally agr.eed- that the -longer an^account 
is delinquent, the smaller' the chance" is for ultimate collec- 
tion. ^ . - . . 
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Also, at this community college, we exajuined several 
acco'unt^ which »weffe being' turned over to a. collection agency 
These^'accounts avereged 13,9 months ovfetdue^/'.ranging from 
8 to 32 months. W^^looked- at 49 accounts wRV^h had, as of 
April '1916, beef) with a private collection agency an average 
of 17.9 month's'., >^0n the, average, these accounts were 11.5 
months overdue wii^n they v^^ere, turned over for collection. 
•Of the tatal $18,454.47 principal outstandigg on these ac- 
counts, the collection agency had ^:ollected $854.53. The 
agency returned 14 accounts to the institution as uncollec- 
tible. In our ^opii>ion , the lack- of systematic billing* and 
collecting proc,edures was a contributing factor to this 
institution's high delinquency rate. 

At the 4-year public institution which haS a delin- 
quency rate of 16 'percent in fiscal year 1976, officials 
said that prior to 1974, tWey had 'done little to collect 
on delinquent accounts. In the spring of 1974^ a State col- 
lection unit was established and^ the institution wa^ re- 
quired to tur^n all delinquent /accounts over to. this unit. 
At the time of our visit, the institution had transferred 
about 1,100 accouct;s; however, it still had over 1,300 ^ 
.delinquent accounts in its books. A 1975 study by the • 
^institution noted a large backlog of delinquent accounts 
and recommended that temporary staff be as-signed to alle-- 
viate the problem. In our discussion with the,, business 
officer, he said that collection ^of deliYiqu,ent NDSL ac- 
counts did not have a high priority in his overall opera- 
tion. He did not consider the hiring of temporary staff 
to be a feasible solution. 



OE officials said that all these examples of inade- 
quate loan servicing were violations- of the reqo-irements ' 
now set forth in the interiir. regulations. They said that 
failure to comply vi*th the requirements 'could be grounds 
for .termination frorr: r.he procrar... rjt that prior to the 
r'fegulat ions , adoption of ^sucn prccezjres was sujggested 
to participating institutions :dv out -these were merely 

suggestions which lacked the force of law. 

• Conclusions and reccr.rer.iat i cr r ^ 



We recognize that the delinquency^ problem is a diffi- 
cult one; howfever, improvements in t.ie performance of OE 
and. lending institutions, can significantly feduce the de- 
linquency rate. The nuipber of institutions experiencin 
problems with NDSL borrcfwers bgcorinc delinquent on their 
1 > 

- 12 14 
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accounts is increasing,. It was apparent at the institutions 
we visited that collection procedures prescribed by OE were 
" not being • followed • For example, exit interviews were not 
.helc3 with .borrpwers leaving school; borrowers were not rou- 
tinely J^illed for loan repayments; and prompt collection ac- 
^ tion^^^^re not initiated on delinquent accounts. 

We recommend .t^at you direct the Commissionet of Educa- 
^.tyion to I'hstruc.t those^ institutions whjch have high or in- 
creasing delinquency rates to follow ptescr ibed^ collection 
procedures, especially those noted above , and to assist 
,those Jristitutions needing help in complying with procedures 
We fytrwsSr , recommend that you direct the Commissioner of 
Educat!IJpn to conduct investigations at institutions which 
persistently show high deliTiquehcy rates to determine if 
they have been complying with OE procedures. Those in- 
stitutions which refuse to cooperate shouldv be suspended 
^or terminated from the program. 




nee;d to effectively monitor 
participating institutions" 

The method^ used to monitor the performa^nce of insti-^, 

tutions participating in ^the NDSIr program have been:,' 

♦ *• 

— Review of fiscal operations reports and evaluation 
of applications which institutions submit to OE. 

— l'nstitut/Lon*al program reviews, by the 10 OE, regional 
♦ officjj 

^--Audits of the" institutions' NDSL funds. . 

OE has. not checked on'the accuracy^ of information 
submitted by institutions. We found several instances of 
inconsistent information being 'reported to OE by institu- 
tions. Also, wfe question whether OE regional office per- 
sonnel responsible for onsite reviews of the three xampus- 
based aid programs will be able to conduct prpgram reviews 
*aS'.recommended in an OE report on reducing program abuse* 
In 'addition, there have not been adequate follow^qps on 
audits of institutions participating in the NDSL program, 
and consequently^ backlogs have developed. "OE officials 
consistently pointed to a lack' of staff as the reason for, 
these problems. / 
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Need to improve fiscal operations reportsW ^ 

Each year institutions participating in the NDSL pro-^" 
gram, mugt submit a fiscal operations report to OE, The 
report contains information on '(1) the financial status of 
the NDSL fjunds, (2) the record of borrower .repayments, can-" 
ce'llations, and .delinquencies, and (3) collection activi- 
ties. The applii:^tion due date follows, the deadline for ' 
submission of fiscal operations reports^ by about 2 months. / 
Program officials told us tl^at roughly 10 percent of -the 
institutions >do not submit the^ fiscal operations reports' 
on* time, but that only about 2' to 3 percent fail to sub- 
mit them by the^' application due date,. 

OE's processing of fiscal operations reports , is com- 
•plicated and time consuming. After the data is' keypunched , 
it is checked for internal -consistency. Fin^l editing and 
tabulation of fiscal operations <3ata can take from 2 to 3 
years. ' Data tor fiscal yeai^s 1974 ^nd 1975 was still being T 
tabulated as of March 1977. . ' ^ 

^ OE also does not check the accuracy of the information 
that is reported. For example, institutions are' allowed to 
claim an allowance for administrative expenses not exceeding 
3 percent of the total amount of funds advanced to sty6dents 
during ttie year. If they enter an amount in excess of 3^ per- 
cent, the report is returned with the error message stating 
^that -the figure may not exceed 3 percent of the total funds 
advanced. The institution may then change the administra- 
tive expense claim to an acceptable figure. .OE does not 
verify^' whether the revised figur^ is correct or merely one 
which satisfies the 3-percent ^criteria. 

Tn ,oilr visits to , institutions , we found several cases 
^vhere the information reporters oV the fiscal operations 
report did not reflect the inforiTOt;on- in the NDSL accounts ' 
at the institution. Using the accounts and working with 
institution officials, we could no-t reconcile the infor- 
mation on the fiscal operations reports to the institutions ^ 
records. At one institution a newly appointed business 
officer could not tell .us how a particular* section of the 
report had been co^npleted tor the previous year. S^ince 
the institution • s, automated system^ did not furnish this 
data, he could not tell us how this sectioa- of the repor't 
would be prepared for the following year..:. 

Because of the lengthy delays and the absence of veri- 
figation, we question the effectiveness* of these fiscal 

' ' ' 14 " ' 
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•operati^ons 'r.eports>as a source of informatian for use in 
monitoring* and, ev^luatiisj an institution's performance* 

OE Officials isaid that reconciliation of., data reported 
on the fiscal operations report and an institutipn' s records 
is an audit functioFf to perforined when the institution's 
NDSL funds^are aud.kt-ed. " They cited the .interim regulations, 
which require all ^artiaipatlng institutions to have their 
programs audited no lis si than every 2 years. However, we - 
found that 'there has ^Ti6t been adequate followups on audit^ 
exceptions in the pasU, and this rrew^ Requirement in the 
regulations can result "^in -further bacTclogs in resolving ^ • 
such exceptions ijnles's -changes are made. (See*p. 16.) 

Need to conduct onsite program :reviews 

• Anotljer way to assist and monitor an institutioh' s 
. aditiinfstration of the NDSL program is throi^gh op!kite re- 
views. Program staff at the OE.; regional offitJes are -re-, 
-sponsible for s^ich reviews for all three campQ^-based aid 
programs* In addition, the t^gdons are responsible for 
processina the institution' s ■ annual application for funds 
' and for jiroviding day-td-day technical assistance. The 
regional staffs report to the regional directors of HEW; 
OE ^adquarters has little control over the activities 
of the regions and ip^ovides little guidance ori procedures 
to *be .j^ol/Iowed in flonitoring institutions. For example, 
\oE headquarters has -not provided regions with a Standard 
'program review guide to bemused during onsite yipits^ and; 
therefore ^.-ih^ regions .operate autonomously when conduct- 
ing prograrrt^ reviews. ' "* 

' During fiscal yeai? 1976, more than 3 , 000 institutions ' 
participated ^in the NDSL program. Forty-five OE staff 
. mejribers jwere assigned to the 10 regions to monitor th^ief three 
ca3TiPus-based programs. In its February 1976^ report on pro- 
gram integrity to the Senate and House Appropriations Com- 
tnittees, OE noted that due to the lack of regional staff 
for monitoring institutions, one region had experimented 
with cont^racting for oYisit^ program reviews.' At pne . of 
the regions we visited, we found the same practice occur ring. 
At a third region, contract employees were used, although 
regi^al officials said that they were not .for routine moni- 
toring of institutions. We asked ..OE program officials and 
E's regional liaison officer about the extent and cost' of ^ 
contracting for s"uch services, but they were unable to pro- 
vide us with sUclji data. 
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According to OE's office of, grant and procurement man- 
agement, contract employees should not be usfed for technical 
mojiitcring since this Is a function )of the Federal Govern- 
°' ment; not to be delegated putside of OE. 

.^An .OE report on reducing program abuse recommended £hat 
institutions receive program reviews at least pnce every 
3 years. The report noted that in order to accjOlnplish this, ' 
additional staff would be required anx3 ea'ch program officer 
wo^d-h-ave to perform, a minimum >of 25 reviews each year. 
^ -Based on bur work at the three regions we visited, we ques- 
tion whether OE will be abl^ to achieve this objedtive. The 
, three regions were responsible for almost half of the in- 
stitutions participating in the NDSi or ogram^for fiscal 
.. year- 1976. On the -aver age , there was one. program .of ficer ^ 
for every. 102 institutions, and program off icers' averaged 
- . 14 program reviews a year. At one of the regions, the pro- - 
gram officers averaged nine reviews. 

. 'Th« OE report cited above contained a draft' of a stand- 
ard pi:^gram review checklist to be used by all of -the regions'.. 
It also included a- proposed . management agreement whereby the 
Regional Commissioner and Deputy Commissioner for Ppstsecond- 
ary Education would agrefe to performing an established number 
of program' reviews each^ year to see that each institution 
receiyea a revie^* at least once every B'-years. This proposal 
and the standard checklist have, not yet been adopted. Pro- 
gram, of ficials said that these matters were still "under con- 
sideration. 

Need to resolve audit exceptions ' " . 

Unt^l the interim regulations were published in Novem- 
ber 1976, there were no requirements for institutions to 
have their NDSL accounts audited. With ]:he ne-w regulations, 
an auGit must be performed at least biennially. In the 
early days of the program, some audits were done by the HEW 
Audit Agency. In fiscal year 1^67 the HEW Audit Agency be- • 
gan accepting , aud its by private accountina f irms Since 
tnea, most of the audits of NDSL funds have beerfd^e by 
private firms, and the HEW Audit Agency does fewer than 
5 percent of the audits. 

.Audits by pr^ivate accounting firms are reviewed by the 
HEW^ Audit Agency and then .by the NDSL progr^n; staff. Before 
the audits &re closed^ program staff ' members- work with institu- 
tions to resolve significant xSeficiencies. > This may require 
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a considerable amount of time on the part of program offi-^ 
cials and institutions. ' ' . . 

In fiscal year 1976, 1 ,010 audits o^f the NDSL program 
were performed. Staffing limitations have 'cAjrtailed ade- 
quate followups on the audits, and consequently backlogs 
hav^ developed. Now that the program regulations require 
audits every other year, it can be expected that the back- 
logs in following up audit exceptions -will increase, unless 
procedural changes are made or l^ore staff is assigned to ♦ 
the resolution of audits.. ^ , 

Lack of program staff ^ " ^ 

There have' been differences between the Administration 
and the Congress over continuing the NDSL program. OE pro- 
gram official? pointed to lack^ of staff the main.)rea-* 
son that more attention had not been devoted to resolving 
problems ^in the administration of the NIJSL program. OE has 
advised the Congress that from^fiscal years 1970 to 1976, 
the combined OE headquarters and regional ^staf f assigned 
to the campus-based programs increased by '6 percent. Dur- 
ing the same period the number^^of participating instit^u- 
tions increased by 77 percent, and the amount of newly 
awarded Federal funds incre'ased by 95 percent. 

The fiscal yea'?*'l977 budget ap^oved an additional 
70 positions for the three 'campus-Based, programs, 24 ofi 
which were to be for the NDSL program. OE believes that-^. 
if these positions are filled, it would significantly con- 
tribute to the- detection, prevention, and control of the 
problems nated in'^our review. 

Conclusions and recommendations 

* '1 

We recommend that you direct the Commissioner of 
Education to. modify the processing ,o5 fiscal operfcrions 
reports to alTbw for more timely tabulation of the^deta. 
furnished by institutions. Also, ,0E ^should periodically 
test the accuracy of informatior^ on the fiscal operations 
reports to^ see whether it agrees with instj.tutions ' rec- 
ords. This could be done^ on a sample basis. 

VJe also recommend that you direct the Commissioner 
to develop guidelines on conducting onsite reviews of the 
NDSL program for the use of regional staffs, and establish 
a systw. for periodic program reviews of all participating 
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institutions. The practice, of contracting for program 
views in pjace o/'^Oe staff reviews should be stopped. 
"'^ ' ' % .1 ' ' , ' • . ^-^ 

If the NDSL program is jto continue, we believe that the 
^shortcomings reccJ^nized by OE and the .problems we have noted 
will not change unless necessary resources are applied to 
monitor tfte ^administration .of the NDSL program and to pro- 
' vlde^ tethnical -assistapce to^ par ticipating institutions. 



As you know, section 236 of the Legislative. Reorganiza- 
tion Act of 1970 requir-f s the head of a Federal agency to 
submit a written statement on actions taken on our recom- 
mendations to' the' House Comfnittee on Government Oper\atiojis 
and the Senate Comfnittee on Governmental Affairs not*later 
than 60 days after the 'date of the -report and to the ^ouse 
and Senate Committees^ on Appropriation's with the agepty's 
first request for appropriations made more than 60/^ys 
after the>date of the report. 

we are sending^^ copies of 'this letter to the Senate Com-# 
mittee on Governmental Affairs; the House Committee on Gov* 
ernment Operations; the Senate Committee on Human Resources!? 
the House Committee on Education and Labor; the House Cpmmi-t- 
t€?e on Appropriations; and the Subcommittee on'Labor and ; 
Healtji, Education and Welfare, Senate Committee on Appropria- 
tions. Copies are being sent to the Director, Office of ^ 
Management and Budge^t; the Assistant Secretary for Education; 
the Assistant Secretary, Management and Budget; and the Com-/ 
missioner of Education. 

» . s 

We appreciate the cooperation and assistance given our' 
staff during the work.. 

Sincerely yotirs, 
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abBtbact 

Besult« of a *^6CTernaent Accounting Office review of 
the adainiatration of the Hational Direct Student Lo^n (IDSL) prograa 
by the Office of Education and participating universities is 

'provided. Probleas 'found concerned the need tc: (1) provide prograa 
guidance at institutions so they can (roaptly and^effectivrely 
iapleaent established reguireaents and changes in the prograa; (2) 
establish procedures to deteraine other federal aid received by^ HDSL 
recipients; (3) enpha|size to schools .their responsibility for , 
colleictiBg on loans to reduce delinquency rates; (il) pr.ov^a^ ' 

'technical assistance to participating institutichi'e and peiSodically % 
review their adainisttation of th^ prograa; and (5)>iBprove the 

'•fficiency of^ reporting reguireaents and t^bulB^ting pr<$graa data. 
Appropriations for the prograa are over $300 aillion aonnally,' And 
the <^oafeinefl'Det worth of BDSL funds at participating inftitntions 
tcttals ever $3 billion. It was found that because delinquency rates, 
hAve coatinued to increase, loan funds availatle to ntcdr students.** 
have diminished. (SP6) 



. ■ 'J 



V 



< ♦ 

u - 



***«4i**««««««*««««««4i««««««««***«***********************ee^*****^****** 

Beprpductions supplied by BDBS are the best that^ can be aade * 
* ftSiu the prigin'al docuaeot. J - ^ 
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The National Direct .Student Loan 
Program Requires More Attention 
By The Office Of Education 
And Participating Institutions 

K Office of Education ' . 



Department of Health, £duc2ftion, and- Weffar^e^ 



GAO reviewed the adnriinistratipn 6f the N.a-' 
ttOQ^I Direct Student Loap program by^he 
Ofrice of Education and ' participating insti- 
tutions and found problenns in the areas' of 
loan servicing and collection. The Office of 
Education needs to provide technigal -assis- 
tance to participating institutions and moni- 
tor their performance. Appropriations for the 
pcogram are over $300 million annually, and 
the cdmbiried net worth of National Direct 
Student Loan funds ^at partictpating institu- 
tions totals over $3 billion. Delinquency rates 
have corltinuctd to increase, thereby diminish- 
ing loan funds available to needy students. 
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The Honorabie ^ , - 
The Secretary/of Health, 
Education, and Wel£2rre 



Dear Mr. S^^retary: 

Because of continuing congressional interest in Federal 
stud^ent financial aid programs/ we surveyed the National Di* 
^rect ^Student Loan feNDSL) progr'ami administered by the Office 
'of Education (OE).v The p|r6gra'm was established under title - 
II of th«. Nati<>nal Def^nsp. Education Act of 1958, as^amende^d, 
and the Education Amenaments, of' 1972 incorporated this title 
into pAit -Ef title IV pjf -the Higher Education Act of 1965, 
as amended. In 1972 the nafme of the program was changed from' 
the Nat,4onal. Defense Student Loan program to' th^' National J)i- 
rect Student Loan program. ^ > ' ^ " ^ . 

• The program, provides tor the establishment-'of laan runrds 
^at postsecondary educational institut4ons , so they can-make 
long-term, low-interest loans to qualified ^students who need 
financial assistance to pursue* a course of study on -at-^ least 
^ half-time basis. Federal funds are generally provided each 
yew: to participating institutions. The Federal share under 
the program is 90 percent^ with -the institutions supplying tne 
renvairiiri^ 10 percent. , The institutions are responsible for 
making aftd^ collecting 'the loans. 

The NDSL program is one of three OE student financial 
' aid program?'! f or which .financial aid officers at 'the insti- 
tutions determine eligibility an6 the amount of aid. Thje 
^thers are the' College Work-Study and ''the SCipplemental EcSu- 
^ational Opport,unity Grant programs, .both of which are au- 
thd'fized by the ^Higher Education Act of 1965, as amended. 
The three, programs ^are usually referred to as camgu6-based 
student aid programs. An irJstitution may choose -to partici- 
pate ^in any combination of individual programs or all three 
^rogr^ms. « s ^ , \ ' 

\' Appropri«fti0^S'*'f or the NDSL program for fiscal year 
r976 were $352 milliSn, ' $321 Million of which was for new 
Federal capital contributions, and the remainder was for • 



B-1%4031(1) 



loan cancellations and institutional loans; Since the pro-* 
gram began*, the net cumulative Federal capital contribution > 
totals over $3,2 Billion, Loan collections by. institutions 
weTe afcout $'215 million in fiscal year 19^6, 

} ' ' ' • ' 

Qur survey was conducted at OE headquarters in Wd:shing- 
ton> D.C.; it the offices of the -Regional Commissioners , for - 
Education in regions III (Philadelphia), V (Chicago^,, and 
IX (San' Francisco) ; and at four postseco'ndary educational 
institutions — a public university and a 'community ^college in * 
Maryland, and a proprietary school and. an institution offering, 
, specialized training .for handicappe^d students in Washington, 
D.C. At the institutions visited we discussed their programs, 
reviewed procedures for adhering to published guidelines a'nd 
regulations, and examined the files of selected NDSL bor- 
rowers. " , ' ' ^ 

» « * 

We noted problems in the administration of the ^DSL pro- 
gram by QE anc3 the institutions we visited. These problems 
concerned the need to * . 

— provide program guidance at institutions so- they can. ^ 
promptly and effectively implement^ establiished. requir'e-^ 
ments and changes in the program, * ' V ' » 

— establish procedures to determine other Federal aid 
-received by NDSL recipients, 

— emphasize to schools their responsibility for collect- 
ing on loans to reduce delinquency rates, 

— provide technical assistance to participating institu- 
tions and periodically review their- administration of 
• - the program, and ' . 

s — improve the efficiency of reporting requirements and ^ 
tabulating program data. 

We recognize that oux findings* are bashed on Results of 
visits to a lirri'it^d number of institutions? however, yfe do ^ 
not believ'e thar the problems we found are unique to only 
Department of Health, Education, and Welfare (H?W) regions ^ _ 
^and the institutions included in our survey. Many of ^our ^ 
findings have^also been neted ©y others , who have reviei^ed 
var idu^g .asp^ects of the NDSL program.. ' « ^ * . ' -^-^ 
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NEED FOR PROGRAM GUIDANCE AT INSTITUTIONS ' » 

Because OE has not provided adequate program guidance , 
for institutions participating in the NDSL program, thfee 
participating in the program for the first timeihave been 
4nclear regarding requirements, and 'previously participate^ 
^;L'^g institutions have npt implementB^ change^ brought about 
by new legislation. The most current NDSL program manual 
was published in 1967 and is out-of-print, and the Federal 
program regulations in effect when we started our survey ^ 
were not current.- 

In addition to the ^problfems - created for institutions 
trying to establish NDSL programs, lack of up-to-date pro- 
gram guidance can create problems for institutions with 
established NDSL programs. For example, institutions that 
,havle participated' in the program foi^ several years have 
loap accounts in their fcooks which they considered uncol- 
lectible even though the* Education Amendments of 1972^ allow 
them to assign such accounts to OE. Al£hough this may have 
jeopardized ultimate collection of these accounts, we belief 
t^ai OE should fitgt attempt it before writing them off as 
unc6llectible . > 

Program manuaJL '^ ^ / • 

In at least one region, copies of an. NDSL program manual 
were hot available to give to schools entering the program 
for the first time. Due to numerous, changes in the law sinc^e 
1967 (when the latest manual was published), an updated manual^ 
is needed V^^especially^ for new schools participating in the 
program. - < - " ) 

OE program officials said that the Education Amejidments 
of 1972 mandated that all essential program requirements' be 
published as regulations. These\of f icials distinguished be- ^ 
tween such regulations and manuals — €uch as ,.the 1967 manual 
which. contains helpful hints on 'program operations. They 
also told, us that various nongovernmental organizations pub- 
^lish manuals, and that OE has distributed a fiscal and 
"accounting manual to institutions. They "have reviewed a col- 
lections manual under preparation by one of these nongovern- • 
mental organ^iz^tions^' and, hav6^' contracted for the preparation 
of a training manual by another such organization. However,' 
these manuals were not available to institutions participat- 
ing' in the NDSL prog^m as of April 1977. . • 
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We believe that OE needs to se6 that the manuals ai^d , 
regulations discussed, abo.ve ^will provide the necessary guid- \ 
ance for institutions that participate in the NDSL program. j 
If OE program* of ficials believe that th4 manuals and regu- ( 
lations are sufficient, then a procedure should be estab»- \ 
lished^b promptly update *them as changes occur. 

Program regulations ^ 

TRe Education Amendments of 1972 (P.L. ^92-318, enact-fed 
June 23, 1972) require the Commissioner of^ Education' .to .study 
all rules and regulations pertaining to OE programs,, to; re- 
port the results of this study within 1 year to the appro- 
, priate legislative committees of the Congress, and within 60 
days after submission of the ^report, to publish all rules 
and regulations in the Federal Register. . 

In 'October ^975, OE published a Notice of Proposed Rule- 
.'making in the Federalv Register , soliciting comments and recom- 
mendations, and, providing for public hearings on proposed 
regulations for the NDSL program. In November 1976, interim 
regulations were published. O'E officia-ls attributed the 
lengthy delay in revising the program regulations to internal ' 

clearance procedures and lack of^s'taff. ' * 

* • • ' * — .* — ^ ~ 

Without^an updated procedures manual and jrevis^d program^ 
regulations , institutions cannot administer the NDSLvprogram 
without problems^ For example, the Education Amendments qf 
1972jprovide l^hat institutions may assign to OE those NDSL 
accounts >^hich'had been "* * * in.'default for at least ^2 years 
despite d,ue diligence on the. part of the institution ' £n mak- 
ing collection * For over 4 years this provision was 
not implemented by regulation, and because the term "in de-^ 
fault" TOd no> been defined,- institutions had not assigned 
defaulted accounts to OE. 

' ^ - . . . 

The interim regulations published in NoVember 1976 pro-' 
vid^ for assigning accounts to OE; hpwever, the delay has^ 
capsefl schools to keep In .their books accounts which they 
-^consider uncollectible. Two institutions we » visited main-. 
^ 'taihed an " inactive group of loans f or vhich they no longer 
attempted collection* We believe the d^lay in assigning 
uncollectible accounts to .OE, has decreased the likelihood 
of .Qollecting these la^ns. , . ' 

'OE ^>rogram Qf f ic^als said that if • institutions report 
that'they 'haye followed OE*s procedure? for billing and ^ 
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collecting 015 accounts by dc^cumenting that- borrowers canrfot/ 
be located despite thorough] checks or that they lack the 
ability to pay, then OE will probably writ«^"bff these loans 
and attem^jt no further collection/ Hovyever, .it does not 
appear that OE has the resources to routinely' check on the 
r^liabilitji bf information reported by institutions, and 
'^we found that institutions were hot adhering to OE ' s recom- 
mended ' bill ing and collecting procedures (see p. 10 )• Based 
on our visits at institutions apd the results obtained* by 
OE under the Guaranteed Student Loan '(GSL)-. program when it 
pursued- lenders In default ( se.e below ), we believe that 
it would not be in the best interest of the Federal jSovern- 
ment to write off these NDSL accounts without first' attempt- 
<ingr' on at least a sample basis, further collection efforts 
to see if it is war ranted . from a cost-benefit stajidpoint. 

^ The GSL program^ provides for Federal collection efforts 
^fter an account h^s been purchased from a lender because 
of default. Duting fiscal, year 1976 , OE employed over 100 
collectors at its 10 regions to recover * money froiti student 
borrowers who defaulted. In addition, OE plans to contract 
with private agencies for the collection ol^defaulted GSL 
loans. GSL prog^ram officials 'have had some success in pur- 
suing borrower s- aft.er lenders have failed to collect.* Of' 
more than $280 million paid to lenders for defaulted loans, 
OE has collected' 'about $25 million. 

_^^^A procedure similar to tliat used in the GSL program 
TO igfrt--t^^ applied to defaulted ^NDSL accourtts- to determine 
their ul'timate collectivity.' A gjj^eat -deal of worK-will<be * 
involved -once schools ^begin assigning defaul£(5d NDSL -ac- ' 
counts to Ot. An OE official estimated that initially the 
number of such accounts could be as high as 150,000. Pro- 
.cedures had not been developed nor had staff been assigned 
for handling these accounts at the time of our fieldwork. 
OE officials said that procedijres are being developed and 
that they plan to recruit three^people for. this job.. 

Wa,do^not believe that these procedures will be suffi- 
cient ^^fo avoid delays and backlogs in the processing of 
such accounts.. For example, using OE ' s -estimates , thre^ 
persons would require 2 years to determine collectivity 
of these accounts if they could do 100 each workday , which 
seems unlikely. 

Conclusions and^ recomniendatiorfs 

Institutions should be^^^o\^ided 'with timely, accurate, 
and comprehensive information on policies and procedures 
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concerning administration of education programs, and this 
information should be updated as changes occux. 

We- recommend, therefore, that you direct the Commissioner 
of Education' to take prompt action to provide the necessary 
program guidance to institutions participating in the NDSL 
progr^im. Until this is done, ftew procedures and policies 
couid be made' available to regional OE staff and to institu- 
tions through memoranda and letters or other means deemed 
suitable by you or the Commissioner. 

Also, we recommend that you direct the Commissioner to 
'attempt collecting NDSL accounts before writing tifiem off. 
Because this could be a ma>or undertaking, priority should 
be given to developifig plans and procedures so that the 
Federal^ investment in the NDSL. program will 'be adequately 
protected and collection costs will not be greater than ^ 
amounts recovered . Consideration could be given tp a sample 
.collection project to determine if a program-wide collection 
effort by OE would be. feasible from a. xrost-benef it stand- 
pp>int, , ' . ^ 

NEED Ta CONSIDER OTHER AID 

RECEIVED BY NDSL RECIPIENTS . ' \ ^ 

AND EMPHASIZE' LPAN SERVICING 
ANP^OLLECTION ACTIVITIES ^ ^ 

Generally, administration of the NDSL program is per- 
foriped by two separ^.te offices of an institution — t^e finan- 
cial aid office ana ^the business office^. The f inanc^ial aid, 
office is responsible for determining the eligibility of 
prospective students 'and for approving loans. Unlike' most 
othfe-r Federal st'uder^t aid pr^ograms, the NDSL program requires 
commitment and involvement on .^h^^af t . of the institutions 
long after students, have , completed their studies. This is 
^ a result of the repayment requirements of the loans. Ii>- 
"^titutions usually delegate respon^bility for ^oan collec- \ 
-,tion to the business office. ^ 

We' found little problem with institutions -adhering to 
program eligibility requirements and confirming that a 
documented need for financial aid existed. .However, at 
one institution the financial aid office did not routinely 
Qheck to see if loan applicatiis were receiving veterans' 
benefits. We do not believe that this ia an isolated' 
iniStance . » * 

We believe that the failure o^ some institutions to z 

vigorously pursue collectioti of NDSL Accounts adversely 
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affects 'the NDSL program *s delinquency rate. OE ne^ds to 
advise institutions that it 'is their responsibility to col- 
lect on these -accounts, and when institutions refuse' to 
comply, OE ^should initiate appropriate^ relnedial action. 

Fin^cial aid offices Htj^ed to consider other 
aid received by NDSL fycipientS i ^ 

The NDSL, Colleg J/ Work-Study, and Supplemental Educa- 
tional Opportunity GrJht programs allow financial- aid' of-- 
ficers some^discretion in putting together a total pack- . ^ 
age of aid for indivilual students. For this reason, we 
reviewed selected student files to* determine whether NDSL 
program eligibility jreq^uirements were met and. whether a docu< 
mented need for financial aid existed. We found few -prob- 
lems in thfese areas 'at ^financial aid offices. However,** 
at one institution we discovered that loa^i applicants who 
wece receiving veterans* benefits did not always list them 
as a resource on their- applications for finarfcial aid. At 

*this institution, the financial aid office did riofe routinely 
check with the office of veterans' affairs on campus to 
see if the loan applicant was receiving veterans' benefits* 

*This could result Jin th^'se students receiving aid in ex- 
cess of their needs* nWe 'made ,a random check of NJJSL bor- ^ 
rowers whose last/namiBs began with, the letter "B" aijd com- 

-pared it to a list ofristudents receiving veterans' bene- 
fits; we found^ ^^r^ 4t.^^^^^^ in^ddition to 'their student 
loans were receiving |veterans ' benefrts. .We found one case/ 
where- an individual wjas fecei*ving veterans'^ benefits of / 
$270 a month, bu( dig/ not indicate it. on the NDSL loan ap-/ 
plication. Institutfjbn officials agreed\that this indivi-/ 
du^l was award^d| f in||'ncial aid in excess of need. 

We suggested trnt the financial aid officer establish! ^ 
procedures to psevet^ tKis .situation from occurring and ^ ' 
agked that a chftck M made to determine the extent of the \ 
problem. ^Subs'^fauerifly , the financial aid of f icer\r6pof ted ' 
to us ttiai fiv& st^Ments had Deen over awarded" a total' , 
of $3,347 for ^cadpic: -year 1975-76. Institution off i- ' ^ 
cials said that thp^ initiated action to bill these stu- 
dents for tne aiTiou^ of excess*aid% and^ a new policy wjis 
instituted to -ideipify aid applicants who were' receiving 
veterans* benefitp ^Althoufah ^we fqiind this, situation .at 
only^ one inst/itutpbn dtirihg. our- survey*/ we have since 
found this pr.'obJOT. at several other institutions, which 
we selected ' for ^r ongo.ing' review, of' systems to determine 
financial need, w ' v * • > 
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Ogiprogram cJEficials advised us that their p'irograin regu- 
lations xjiled tJ require institutions to rebognize veterans' 
benefits as a resource ,^and that this would be corrected when 
final regulation! are issued, 

l^ecoinmendatiion 

^ We recommeld that you direct the Commissioner of Educa- 
tion to promptlt instruct financial aid officers, as part of 
their responsit£lity to -coordinate the v.arious types of aid 
received by stJdents, to use information availably 'on ^campus 
regarding othei Federal fiinds available to students. Speci- 
fically, check! yshould be made so that financial aid off icers 
will be aware pf other Federal funds which students are re- 
ceiving, such /as veterans' benefits, so that this can be con-^ 
sidered when determining the financial need of students. 



Need to emphasize loan 
servicing and! collectTon 

In$titu|ions usually delegate responsibility for servic- 
ing and' CQlltcting loans to the business office. Since it 
was intiendedl that the NDSL program would be financed .by 
yearly jcapitlal contributions 'and loan repayments, ai| insti- 
tution's performance in loan servicing and collecting has, a 
direct/ impact on the amount of funds available for lending 
dnd x^he success of, the program in serving needy students. 
We consideried the delinquency rate as one measure of how 
well institfutions serviced and collected the loans they had 
awarded . 

^ ^DSL brogram 'delinquency 
rate^ are increasing 

In. a/ letter to the Secretary- of HEW dated November 5, 
197tf, we trointed out the need to reconsider the method used 
f or /comni/ting the delinquency rate for the NDSL program. 
Our/ concern was that OE's method did not accurately measure 
the/ performance of participating ijistitut'ions in servicing 
and col]Jecting on loans. On January 19, 1977, the Under 
Secretary of HEW advised us that Hfiw agreed that the OE 
method tor computing the delinquency rate needed to be im- 
proved, I and that OE would adopt our method with one change 
iijl'the /recommended computation. 



Delinquency rates have been a cause of concern for some 
(ime. /An HEW Audit Agency report to the Commissioner of 
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Education in Apxil -1973 noted that as of fiscal year 1970, 
almost 21 percent of the institutions par t icipiat ing in the 
NDSL program had experienced del inquency rates between 11 
and 30 percent. For. 7 percent of the institutions, delin- 
quency rates ranged from 31 to 60 ptercent. The. report 
'Cited the delinquency problem as a matter of "serious con- 
cern," persisting * * primarily because many' institu- 
tions have not effectively^ implemented co^leition proce- 
dures prescribed by OE." 

On the basis of this report, the Secretary of HEW sug- . 
gested in spring ot^973 that action be taken by OE to ' 
withhrOld or cur tail jbs«is at institutions having delinquency 
rates in excess of 50 percent. ^ Plans were developed by OE 
to (1) identify institutions with delinquency rates over 
50 percent, (.2) use this information when reviewing appli- 
cations for funds from '^these institutions, and (3) report 
on efforts to reduce delinquency rates in excess of 50 per- 
cent. 

According to OE officials., the first two objectives were 
met but the third has not been achieved because of higher 
priority work and the lack of available staff. .OE can and 
has limited participation in the program by reducing the ^ 
amount of the Federal capital contribution when reviewing 
the, institutions • applications for funds. For example, in 
award periods 1976-77 and 1977-78 respectively, 223 and 440 
institutions had their capital contributions reduced to zeto. 
However, there are no formal procedures and the interim re- • 
gulations do not require OE to suspend or terminate institu- 
tions from participating in the NDSL program- because of a 
high delinquency rate, nor has OE ever suspended or termi- 
nated any institutions for this reason. 

As of June 30 , 1975, 129 (4 percent) of the participa^*^ 
ting institutions had delinquency rates of 50 percent or 
more according t an OE' report. Eight .institutions had 

^•^more than $1 , 000,000 m delinquent principal. For the 
period ended June 30, 1976^ using OE * s report on delin- 
quency rates, we categorized the jates and compared them 

.^with the HEV5 Audit ^^gency's earlier ' findings. Th^ results 
ar§ shown in the following table. Although 3', 167 institutions 
par ticip^ated during fiscal yeir 1976 , at the time of our 
survey , del inquency rat^ information had been pr ocesse'd 

^Dy OE for only 2,663. 
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Period ended 



Period ended 



Delinquency 

rate 
in percent 


Number of - 
institutions 
reDortino 


Per cent 
of 

cue GX 


■ institutions 
r epo r t ing 


Dot* ^ r\ ^ 

■of 

total 


0 - 10 * * 
11 r ^30 
31 - *60 
61 - 100 


1 ,370 
392 ' 
131 . 
21 


71.6 
20.5 
6.8 
1.1 


1,338 
804 
425 
96 


50.2 
30.2 
16.0 
3.6 


Total 


• 3^914 


100.0 ■ 


2^663 


100.0 



^a/From HEW Audit Agenc;^' report, dated April 17, 1973, "Review 
of the Administration of Collection Activities— National Di- 
rect Student Loan Program." 

Institutions' with delinquency cates over 10 pfercent rose 
from 544 to 1,325; this was an increase .from about 28 to -almost 
50 percent of. the institutions which reported i-n l970 and 1976, 
respectively. Institutions with delinquency rates' over- 60 
percent rose from 21 to 96- (1 .1 ' percent to 3.6 percent) of the 
1,914 ^nd 2,663- institutions which reported 'to OE in 1970 'arid- 
1976, respectively. - ' . 

' Loan servicing and collecting 
procedures not adhercTd to ^ 
by institutions " 

\ At the institutions We visited, it was aoparent that 
the collecting procedures prescribed by OE -were not being 
followed. At three of the four institutions, responsible of- 
ficials were not familiar with the prescribed procedures. 
For example, -we found that: 

— The 4-year public institution only "recently established 
procedures to see that exit interviews were'held with- 
students leaving School. 

7-The community college did' not routinely bill borrowers 
for their' loan repayment's. ° ^ " ' 

— Neither of the above inst^itutiong 'promptl^initiated 
collection action once an account became ^flinquent. 

.OE loah pollection guidelines stress the* importance of 
conducting an exit ^interview with- each- departing borrower. < 

^ ' '1^0 ~— — ~ . ^ 
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It is often the last^ opper'tunity* to remind the borrowers of 
their loan obligations, to discuss the terms and conditions 
of their loans, and to' obtain current information to enable 
the school to keep in contact w^th them.- 

At the ^-year public institution we* visited, which had 
delinquency rates of l4' percent and 1,6 percent, in fiscal . 
years 1975 and 1976 , respectively, there had be.en no regular 
procedure until about a year ago, to see that exit interviews 
were ^^nducted. At this institution, t*^ business' of f ice ; 
used the record of. the exit' interview to. transfer the stu- 
dent's account from in-school- to out-bf-schoo^ status. The 
failure to conduct exit interviews resulted in students hav- 
ing in-school status long after they had left school. In 
such cases, the students wotld not be prpmptly billed for 
repayment. VJe checked the first 94 Students listed on the ■ 
school ' s .In-School L6an Journal and found that almost 20 
percent of these individuals had been out of school for at 
least one semester, and that in most xases, exit interviews 
had not been conducted. 

At the community college, we found that no systematic 
procedure existe'd for billing bor rower s as prescribed by - 
OE. After the students were out of school for some time, 
they were each^ sent^ a copy of a repayment schedule. Such 
'a ' schedule- should normally be proyddeti at the time of the^- 
exit Interview. The institution did not require any ac- 
knowlfedgement of 'the schedule from the borrower. 

When a scheduled payment was missed, a series of iorm 
letters^ w-fere dispatched at 10 to 14 day interval^. These 
letters were not sent by certified or registered mail, ,and 
no attempt was made tq. verify bar rowers* addresses. In ' 
some students,* folders, Ve. found Ijetfters returned as not ' 
de-livrrable .'^ The form ' letter specified nei+'ner thfe' ampunt 
Hor the due cSate of th,e missed payment. 

• % 

/We do not believe that the^ billing operation provided 
maximum efficiency in servicing' and collecting^ loans . This 
institiiticfi reported delirrauenpy rates of 62 and 68 pe^rcent 
for fiscal' years 1975 and i976, respectively. 

According to OE prpcedures, an account , is to be con-r 
sidered deLlinquent 4 months, after the^ diie date, and* if col-* 
lection action has not already been initiated, then dt sjijould 
'begin. It is generally , ^g-r.eed ^that the longer an' account' 
is ^e'linqifent, the smaller *the chance'^ Is for ultiipate collec- 
tion. 

11 . • 
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Also,;'et this community college , we examin'ed^ several 
accounts which we^l^e being turned over to a collection ' agency 
These ac90i;nts averaged 13.9 months overdue-;' rang i'ng from 
8 to 32 months. W§- looked at 49 accounts which had,, as of 
April 1976, been'witi^^a private collection .agency an aver^age 
of 17.9 months. On the average, these accpqjjits yere 11.5 
months overdue when they were turned over for collection. 
Of the total $18,4-54.'47 pr incipal ' outstanding on these ac- 
counts, the collection agency ha.d collected $854.53. The 
agency returned 14 accounts to the institution as uncollec- 
tible. In bur^opinion, the lack of systematic billing and 
collecting procedures was a contributing factor to this ^ 
insti.tution * s , high delinquency rate\ 

At the 4-year public institution Khich had a delin- ^ 
quency rate of 16, percent in fiscal year 1976, officials 
said that pjior to 1974, ^they l^ad -done littl^ to collect 
on, delinquent -accounts. In the spring of 1974 a State col- 
lettdori unit was Established " and the institution was re- 
quired to turn all delinquent accounts over to this unit. 
At tbe time'qf our Visit,* th^ institution had transferred 
^bout' 1,100 acjccftipts? however, it still had over 1,300 
delinquent' ^.ccounts in it^ books. A 1975 study by the 
institution noted, a large backlog^ of delinquent accounts 
and recommended that' temporary staff be assigned to alle- 
viate the problem.. ^In.our aif^CTl^sion with the., business 
officerj, he said that colle'cti^Wj^ del.inquent NDSL ac- 
counts djLd not have a high priof^y in his overall opera- \ 
t4/0n. He did not consider the hiring of temporary staff 
to be a^ feasible solution*. 

OE Officials* s^id that all these examples of inade- 
* quate lt>an servicing were violations- of the requirements 
how set forth'in the interim regulations.^ They feaid that 
failure to comply^ with the requirements 'could be grounds 
for.^ termination from the procrar , j:'c,t that prior to the 
regulations, adoption of sucn prccecjres wa^ suggested 
to participating institutions by C£, out , these were merely 
suggestions which lacked the force of law. ' - 

Conclusions and reccrrr^eciaticrr • . 



We recognize that -the delinquency problem is'' a dif^fi- 
cult ope; 'however, improvements in tne performance of OE 
and. lending institutions can signif icantly feduce the de.- 
linquency rate. The number of institutions experiencing 
^problems" with NDSL borrowers beco^.inc delinquent oh their 
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accounts is 'increasing.. It was apparent at the^ institutions 
ve visited that collection procedures prescribed by OE were 
not being 'followed For example, exi€ interviews were not 
.held with .borrqwers leaving school; borrowers were not rou- 
tinely billed' for loan repayments; and prompt collection ac- 
tions were not initiated on delinquent* accounts . 



We- recommend that you direct the Commissioner of Educa- 
tion to instruct those^ institutions which have high or in- ^ 
'creasing delinquency rates to follow prescribed collection 
procedures-, especially 'those noted above, and to assist 
)' those institutions needing\help in complying with procedures. 

We further recommend that you direct, the Commissioner of -v 
Education to conduct; investigations at institutions which 
persistently" show high 'deli;^quenj^y rates to determine if 
they have been complying- with OE procedures. Those in- 
stituti-^ns which refuse to cooperate shouldv be suspended 
or t^tminated from the program. « 



NEED TO EFFECTIVELY MONITOR 
PARTICIPATING INSTITUTIONS 



The methods used to monitor the performance of insti-^ 
.tutions participating in the NDSL program-have beenr^ 

— Review of fiscal operations , reports and evaluation 
• of applications'' which in^itutions submit to OE. 

— ^Institutionai^rogram reviewa by the 10 OE regional, 
offices . / ' * 

-^Audits of the' institutions' NDSL funds. 

OE has. not checked on the accuracy of information 
submitted by in'stitutions . We found several instances of 
inconsistent information being "reported to OE by institu- 
tions. Also, wfe question whether OE regional oftlTee, per- 
sonnel responsible for onsite reviews of. the three campus- 
based aid programs will be able to conduct 'prograit) reviews 
'aS' recommended in an OE report on reducing program abuse. 
In addition, therie have not been adequate followqps on 
audits of institutions par tl-cipating in the NDSL program^ 
and consequently^ backlogs haye developed. ''OE officials 
consistently painted to a lack of staff as the reason for 
these problems. ^ ^ - * . 
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Need to improve fiscal op^rati^onfe reports 

Each ye^r institutions participating in the. NDSL pro- 
gram, mugt submit a fiscal operations report to OE. The 
r'eport contains information on (l),the financial .status of 
the NDSL funds, (2) the record of borrower repayments, can- 
cellations, and .delin^guencie^, and ( 3 ) collection activi- 
ties* The application d^ue date follows ^he deadline for 
submi,ssion o'f fiscal operations reports by about 2 months. 
Program o^fficials told us that roughly 10 percent of ^the 
'.institutions ^do not submit the,fisc?al operations Veports^ 
on time, but that' only about 2 . to 3 percent fail to sub-^ 
mit them by the application du'e date, 

OE ' s processing ^of fiscal operations reports is com- 
plicated and time consuming. After the data is keypunched, 
it is checked for internal ^consistency . Final editing and 
tabulation of fiscal operations data can take from 2 . to 3 
years. Data for fiscal years> 1974 ^nd 1975 was still being 
tabulated as of March 1977^ . . ^ 

OE also does not check the accurady of the information 
that is reported. Fof ejcample, institutions are allpwed to 
claim an allowance for administrative expenses not. Exceeding 
3 percent of the total amount of ^ funds advanced to students 
during t*he year.^ If they enter ^ an amount ii) excess of 3 per- 
cent, the report is returned with theerror message stating 
^that -the figure may not exceed 3' percent of ^the total funds, 
advanced. The insl;itution may then change the adminlstra- 
• tive expense claim to an acceptable figjjre. ^ OE'dces not ' 
verify whether the revised figure is correct or merely one • 
which s^tisfiftg the 3-percent criteria. 



In our visits to institutions, we found several ca^es 
^ where the information reported on the fiscal operations 
report did not- reflect the information in the NDSL accounts 
at the institution. Using the accounts and working with 
institution of f icials , we could not reconcile the, infor- 
mation on the- fiscal operations reports to the institutions 
records. At 'one institi^tipn a newly apptfinted business 
officer could not tell us how a particular* section ef tl 
report had been complete'd for the previous year . .Sinci' 
' the institution ' s. automated system did not f uriii3rNt>l^ 
data, he could not tell us h<?w this section:^ of the report 
would be prepared for the following year. 

Because of the lengthy delays and the absence of veri- 
fication, we question the effectiveness' of- these fiscal 
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op)erations report? as' a 'source of information for use in' ^ 
monitoring and evaluati'iK an institution's performance., 

OE officials said that teconciliation" of data reported 
on the f isgai^oper'ations .repo.rt and an institutiqn' s records 
is an^audit f ungriiofi . to ^e performed when the institution's 
NDSL funds are audited; ' Thfey cited the- interim reguliptions ■ 
which require all -participating iftstitutions to have their 
programs audited no leas t^ian every 2 ,y ears.. However, we 
found that 'there has hot been adequate .fpJ.lowups. on audit' 
exceptions in the past, and-th4s new ^Requirement in the 
reg.ulations can result in f i!rther bacltlogs in resolving 
such exceptions unless changes a're^^ade. (^gee p. 16.) 

Nee(^ 'to conduct onsite . program reviews ' 

" Another way to assist ' and 'monitor an institution's ^ 
administration of the NDSL program . is -throi^gh onsite re- 
views. Prograiff staff at the OE regional offices are re-, 
sponsible for sych reviews for; all"- three campus-based .aid 
programs'* In addition, th^e., regions are responsible for 
processing the institution's annual -application for funds- 
■ and for providing day-td-day technic^al assistance. The 
regional staffs report to the regional directors of HEW; 

• OE headquarters has little control Over the activitj.es 

of the regions and proviSes little guidance on procedures 
to be ..:^olAowed in monitoring institutions. For example, 
' OE headquarters has not provided regions with a Standard^ . 
program review guide to be used* during onsite visits^ and; 
therefore ^.--Lhe., regions opferate autonomously when cohd^uct- 
ing program reviews-. 

During fipcal year 1976, more than 3,000 institutions - 
participated/in the NDSL program. Forty-fiv5 OE sta.ff 
members were' assigned to the 10 regions to monitor th6 three 
cair^pus-based urograms. In its February 1976' report on pro- 
grain integr-ity l^o the. Senate and House Appropriations Com- 
mittees, OE noted that" due to the lack of regional staff 
for monitoring institutions, one region "had experimented _ 
'with contlracting for o^hsite program reviews.' At^one.of, . 
- the regions we visited, we found the same practice occurring, 
At a third region, contract employees- were used, although 
feqional officials said- that they were not f-or routine moni- 

• toring of institutions. We asked.OE program officials and - 
OE's regional liaison officer about the 'extent and cosf of ^ 
contracting for s'uc-h services, but they were unable to pro- 
vide us with such data. ^ ' 
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. According to OE ' s office of grant and procurement mah- 
age'ment, con.tract employees should not be usfed- f or technical 
.monitoring since this is^ a function of the Federal Govern- 
ment,, not to be d€l"&gated outside of OE. 

An .OE report on reducing program abuse recommended that 
institutions receive program reviews at le.ast gnce every 
3 years. The repoct noted that in order to acc;0Tnplish this, 
additional, staff would be required and each program' officer 
would have to perform a minimum oi 25 'reviews each year. 
B|.sed on 5ur work at the three regions we visited, we ques- 
tion whether OE will be able to achieve this objective. The 
three regions were responsible for almost half of the in- 
stitutions participatin-g in th^ NDS.L pr ogr am'^'f or fiscal 
year 1976. On the average, there was one program .officer 
for ev^ry 102 in^stitutions, and program off icers' averaged 
14 program reviews a year. At one of the regions', the pro- 
gram officers averaged nine reviews. 

\i ■ 

:-The OE report ^cited above contained a draft' of a stand- 
ard program review checklist to be used^ by all of the Regions. 
It also- included a proposed . management agreement whereby the 
Regional Commissioner and ^Deputy Commissioner for Postsecond- 
ary Education would agree ta performing an establisl/ed number 
of program reviews eatJh year to see that each institution* 
received a review at least once every S'-years. This proposal 
and the standard checklist have not yet been adopted. Pro- 
gram officials said that these matters were still under con- 
sideration. 

Need to resolve audit exceptions 

Until the interim regulations were published in Novem- 
ber 1976, there were no requirements for institutions to 
heve their NDSL accounts audited. With phe new regulations, 
an audit must be performed at least biennially. In the 
early days of the program, some audits were ddne by the HEW 
Audit .Agency. In fiscal year 19-67 the HEW Audit Agency be- 
gan accepting , audits by private accounting firms, ""since 
tnen, most' of the abdits of NDSL funds have been done 'by 
private firms, and the HEW Audit Agency does fewer than 
5 percent , of the- audits. 

• Audits by private accounting f^rjns are reviewed by the 
HEW^ Audit Agency, and then by the NDSL prograrr. staff. Before 
the audits are closed, pro§<am staff members work with institu 
tiops to resolve significant deficiencies. ' This may require 
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a considerable amount of time i^n the part of program offi- 
cials and institutions/ 

' In fiscal year 1976/ 1,010 audits o^f the NDSL program 

were performed. Staffing limitations have curtailed ade- 
quate followups on the audits , and consequently backlogs 
have developed. Now that the prqgr^im regulations require- 
audits every other year, it can be expected that the back- 
logs in following up audit exceptions will increase, unless 
procedural changes are made or more staff is assigned to 
the resolution of audits. . ^- 

Lack of program staff 

There have b^en differences between the Administration 
and the Congress over continuing the NDSL program. OE pro^ 
gram officials pointed to a lack^ of staff as the mainirea- 
son that more attention had not been devoted to resolving ^ 
problems jin^ the administration of the NDSL program. OE has 
advised the Congress that from fiscal years 1970 to 1976, 
the combined OE headquarters 'and regional staff assigned 
to the campus-based programs increased by 6 percent. Dur- 
ing the same period the number ^f participating instit^u- 
tions increased"" by 77 percent/ and the amount of newly 
awarded Federal funds increased 'by 95 percent. 

The fiscal year ^977 budget ajpj^oved an additional 
70 positions for the three campiis-Based programs, 24 of 
which were to be for the NDS,L program. OE^elieves that 
if these positiqns are filled, it would ■ significantly Con- 
tribute to the detection^ prevention, and control o^'the ' 
problems noted in' our review. 

Conclusions and recommendations 

Wer/ecommend that you direct the Commissioner of 
Educat^i*on to irodify the processing of fiscal operations 
reports to allow for more timely tabulation of the cata^ 
furnished by ^ institutifxns . Aj.so , .OE ^ should periodically " 
test the accuracy of information on the fiscal operations 
reports tc see whether it agrees with instj.tutionE ' rec- 
ords. This could be done on a sample basis. 

We also recommend tiiat yo-u direct the Coiflmissioner 
to develop guidelines on conducting onsite reviews of the 
NDSL program tor the use of regional staffs, and establish 
a systeitr. for periodic program reviews of all participating 
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institutions.*' The pract;,ce. of contracting for program re- 
views-in place of OE .staff reviews should be stopped. 

^ If the NDSL progjam i? to' QOJitinue, we believe that the 
shortcomings recognized by OE ana the problems we have noted 
wiil, not change uhlesg 'necessary resources are applied to 
<r monitor tiie administration of the NDSL program and to pro- 
vide' technipaP -assiistance to participating institutions. 



As you know, section 236 of the Legislative Reorganiza- 
tion ^ct of 1970 requires the head of a Federal agency to 
submit a written statement on actions taken on our recom- 
mendations to* the House Committee on Government^ Operations 
and the Senate^ Committee on Governmental Affairs not -later 
than 60 days after the'dat'e of the report and to the. House 
and Senate , Committees on A'ppropr iation-s with the agency's 
first r^cju^st for appropriations made more than 60 days 
after the date' of the report. 

We are send.ing copies of this 'letter to the Senate Com- 
^mittee on Governmental Affairs; 'the House Committee o^ Gov-* 
*ernment Opelrations; the Senate Committee on Human Resource^T 
the House Committee on Education and Labor; the House Commi-tr 
tee on Appropriations; and, the Subcommittee on Labor and ;^ 
Health, Education and Welfare, Senate Committee on Appropria- 
tions. Copies are being sent to the Director, Office of ^ 
Management and Budget; the Assistant Secretary for Educaticfti; 
the Assistant Secretary, Manag^men^ and Budget; and the Com- 
missioner of Education. 

. We appreciate the cooperation and assistance given our 
staff during the work. \ 

' • - Sincerely yoDrs, 




tSYego'ry J/r^ASar" 
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